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Before the
FEDERAL COMMUNICATIONS COMMISSION

washington, DC 20554

RECEIVED

fEB - a19M

em ,

In the Matter of

Simplification of the
Depreciation Prescription
Process

BEPLY

)
)
)
)
)

CC Docket No. 92-296
~

u S WEST Ca.aunications, Inc. ("U S WEST"), through counsel

and pursuant to Section 1.429(g) of the Federal Co..unications

Commission's ("Co..i.sion") Rules,' hereby sub.its its Reply to

Oppositions2 to U S WEST's Petition for Reconsideration] of the

Commission's Depreciation Simplification Order. 4

'In its Petition for Reconsideration ("Petition"), U S WEST
incorrectly cited section 1.106 (47 CrR § 1.106) as the section
of the Co..ission's Rules which allowed U S WEST to request
reconsideration of the DlprlQiation SiBRlificatiQD Order. The
correct citation for a petition for reconsideration of an order
in a rule.akinq proceedinq is Section 1.429(q) (47 CFR
§ 1.429(q». U S WEST apologizes for this oversiqht in its
Petition and reque.t. that the co..i ••ion treat U S WEST's
Petition as a petition for reconsideration under Section 1.429.

2Opposition. were filed herein by Aaerican Telephone and
Teleqraph Co~ny ("AT'T"), California Cable Television
A.sociation, Mel Telecommunications Corporation ("MCI") and
National Association of Regulatory utility Co..issioners.

lu S WEST's Petition for Reconsideration filed herein on
Dec. 6, 1993.

410 the Matter of staPlifigltiao of the Depreciation
Prescription Proce•• , Report and Order, 8 FCC Red. 8025 (1993)
("Order" or "Depreciation Siwplification Order").

No. of Copies rec'd "1Q..L\l.
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I. IKTROOUCTION

In its Petition, U S WEST argued that changed circuastances

in the co..unicationa industry justified a modification of the

co.-ission's Depreciation Simplification Order. As evidence of

the rapidly changing comaunications environment, U S WEST cited

the large number of mergers/partnerships/acquisitions that had

either been announced or consu.aated between industry

participants5 since the release of the Commission's Notice of

Proposed Bulemaking in this proceeding. 6 As further evidence,

U S WEST noted that it had discontinued following Financial

Accounting Standard No. 71 for financial reporting purposes

because of i_pending competition. 7 This change resulted in a

pre-tax charge of $5.1 billion -- not an inconsequential

amount -- to reflect the adoption of shorter, market-based asset

lives for U S WEST's facilities. In its Petition, U S WEST

requested that the Commission prescribe the "Price Cap Option"

for price cap local exchange carriers ("LEC") for depreciation

pUrPOses or, in the alternative, modify the Basic Factors Range

("BFR") as proposed by the united States Telephone Association in

its filing. 8

5petition at 3-4.

'In the Matter of SiaplifiCAtiqn At tba Depreciation
Prescription Procell, Notice of Proposed Buleaaking, 8 FCC Red.
146 (1992).

7Petition at 4-5.

8petition for Reconsideration of the united States Telephone
Association ("USTA") filed herein on Dec. 3, 1993.
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II. DISCQSSIOJf

Parties opposing the petitions of U S WEST and other LEes'

.ake basically the same arguments. They assert that:

• the ca.ai••ion's deci.ion i. supported by the
record and that the ca.ai••ion has already
considered and rejected is.ue. raised in
petition.;

• LEC clai.. of co~etition are exaggerated and
i~ndinq or future coapetition should not be
considered; 10 and

• LECs .ust be prevented frOll ..nipulating
depreciation rates to manage earnings.

Me.dless to say, U S WEST disagree. with opponents'

as.ertions. There is no question that circumstances have changed

in the co_unications industry. The question is -- have

circumstances changed enough to justify a modification in the

co.-ission's Depreciation Simplification Order. U S WEST

believes the answer is yes.

'Petition. for Recon.ideration vere filed herein by the
followinq parti_, in addition to U S WBST a'nd USTA: AIleritech
Operatinq Caapaniea; Bell Atlantic Telephone Ca.panie.; BellSouth
Teleea.aunieationa, Inc.; Cincinnati Bell Telephone Co~ny; GTE
Service Corporation; Pacific Bell and Nevada Bell; southern Mew
Enqland Telephone Co.pany and Southwestern Bell Telephone
Co.pany.

1'MCI att.-pt. to downplay ita recently announced entry into
the local acee....rket and continues to claim that it is a
"captive ratepayer" which needs to be protected from LECs' market
power. MCI Opposition at 5-6.

-,



'-_',1 _

4

Throughout this proceeding there has been much discussion of

co.petition and LECs' ability to manipulate earnings. Attention

has focused on LEC market share. No one denies that market share

is not large, even though there is significant disagreement on

its actual level and proper measure.ent. But this is only half

the equation. Market share and market power are not necessarily

equivalent, particularly in the case where a few large buyers

dominate a market such as the interstate access market. Three

large interexchange carriers ("IXC") purchase approximately

85 percent of all interstate access." These are not the

"captive ratepayers" of regulatory lore that were the qenesis of

much of today's requlation. 12 Even in the absence of new

competitive entrants, such as competitive access providers, the.e

IXCs have siqnificant market power, particularly given the

ability of the IXCs to self-provision access.

Today's level of competition in the local access market --

.. 1

whatever it may be is not a justifiable reason for prescribing

unrealistic depreciation rates for LECs. Continued prescription

of unrealistic depreciation rates by the Commission only skews

11au LAng DiaS;uca Market. Shanl. Dird Quarter, 1993,
Industry Analysis Division, Federal Co..unications Co.-ission,
reI. Dec. 1993, at 14 (Table 6).

120ne need look no further than the history of the railroad
industry to recognize the market power that large buyers possess.
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coapetition and di.torts the incentive. of both LECs and IXCs.

It is ironic that price cap regulation which was intended to

re.ove such distortions from the regulatory process continues to

give LEC opponents a vehicle -- the sharing mechanism -- for

arquinq that such distortions should be perpetuated. Neither

opponents' competitive nor sharing arquaents justify the adoption

of unrealistic depreciation rates in a price cap environment. In

adoptinq price cap regulation, the co..ission concluded that

depreciation expense was an endoqenous cost. To restrict LECs to

the use of unrealistic depreciation rates on the basis of the

existence of the price cap sharing mechanism is at odds with the

underlying precepts of price cap regulation and distorts

incentives.

III. CQHCWSION

Circuastances in the local exchanqe access market are

changinq rapidly. The co..ission should not be dissuaded from

modifyinq its Depreciation simplification Order on the basis of

opponents' competitive and sharing arguments. As U S WEST's

Petition demonstrates, the co..ission should modify its Order and

prescribe the price cap option for price cap LECs for use in

calCUlating depreciation rates. In the alternative, the

I
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I, Kelseau Powe, Jr., do hereby certify that on this 8th day

of February, 1994, I have caused a copy of the foreqoinq "PLY to

be served via first-class United States Mail, postaqe prepaid,

upon the persons listed on the attached

*v1. BaD4-De11very

CCC92-296/JH/lh)

ft. ,



~_····i__

*Reed E. Hundt
Federal co..unication. Co..ission
Rooa 814
1919 II street, N.W.
Wa.hington, DC 20554

*Andrew C. Barrett
Pederal Co..unications Co..is.ion
Rooa 826
1919 II street, N.W.
Washinqton, DC 20554

*J.... H. Qu.llo
Federal Co..unications Ca.aission
Roca 802
1919 M street, N.W.
Washinqton, DC 20554

*Kathleen B. Levitz
Pederal Co..unication. co..ission
Rooa 500
1919 M street, N.W.
Washington, DC 20554

*sonja J. Rifken
Pederal Co..unications co..is.ion
Rooa 257
2000 L street, N.W.
Washinqton, DC 20036

*Fatina K. Franklin
Pederal co..unication. Co..i.sion
RoOll 257
2000 L street, N.W.
Washington, DC 20036

*Jtenneth P. Moran
Pederal Co..unicationa ca.aission
JlooIa 812
2000 L street, N.W.
Washington, DC 20036

*Acoountinq , Audits Division
Pederal c~nications ca.ais.ion
2000 L str.et, N.W.
Washington, DC 20036

*International Transcription
Services, Inc.

suite 140
2100 II Street, N.W.
Waahinqton, DC 20037

&dward c. Addison
Willi.. Irby
Virwinia state cOrPOration
Ce-ai.sion staff

P.o. Box 1197
Richaond, VA 23209
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Deborah s. WaldbalDlJ.... R. Lewis
COlorado Office of Consuaer

Counsel
5th Floor
1515 Sheraan street
Denver, CO 80203

Mark C. RosenblWll
Robert J. McKee
Peter H. Jacoby
Aaerican Telephone and Telegraph

Coapany
Roo. 3252G1
295 North Maple Avenue
aaskinq Ridqe, NJ 07920

Fred K. Konrad
Aaeritech Operatinq Co.panies
Suite 730
1050 Connecticut Avenue, N.W.
Washinqton, DC 20036

John T. Lenahan
Barbara J. Kern
Aaeritech Operatinq Co.panies
Rooa 4H88
2000 West Aaeritech Center Drive
Hoff.an Estate., IL 60196

Edward Shakin
Bct"ard D. Younq, III
Bell Atlantic Telephone Companies
1710 H Street, N.W.
Washinqton, DC 20006

II. Robert Sutherland
BellSouth Teleca..unications, Inc.
4300 Southern Bell Center
675 ...t Peachtree Street, N.E.
Atlanta, GA 30375

Peter Arth, Jr.
Edward W. O'Neill
Ellen S. Levine
CAlifornia Public utilities
c~ission

505 Van Ness Avenue
San Francisco, CA 94102

Anthony Marquez
Robert E. T....r
Colorado Public utilities

ca.aission
Office Level 2
1580 Loqan street
Denver, CO 80203

Jo.-ph S. Kra..er
Deloitte , Touche
1900 II Street, N.W.
Washinqton, DC 20036

Michael McRae
District of Columbia Office

of People's Counsel
Suite 500
1133 15th street, N.W.
Washinqton, DC 20005



Charle. Beck
Earl Poucher
Florida Office of Public Counsel
812 Claude Pepper Building
111 West Mochian street
Tallahassee, FL 32399

stephanie Miller
Idaho Public utilities co..i.sion
statehouse
Boise, ID 83720-6000

Tboaas E. Taylor
Willi.. D. Baskett III
Christopher J. Wilson
Frost , Jacobs
2500 PIIC Center
201 East Fifth street
Cincinnati, OH 45202

CBTC Ti. Seat
Indiana Office of utility
Con.waer

RooII N 501
100 North Senate Avenue
Indianapolis, IN 46204

Baily C. Hewitt
Tenley A. Carp
Vincent L. Crivella
Kichael J. Ettner
General Services Adainistration
Roem 4002
18th' F streets, N.W.
Washington, DC 20405

Richard Mcltenna
GTE Service Corporation
P.O. Box 152092
Irving, TX 75015-2092

Gail L. Polivy
GTE Service corporation
Suite 1200
1850 M Street, N.W.
Washington, DC 20036

Brian R. Moir
International Communications

Aaaociation
suite 810
1255 23rd Street, N.W.
Washington, DC 20037-1170

J .... R. Maret
David R. Conn
Iowa Office of Conswaer

Advocate
Lucas state Office Building
Des Moines, IA 50319

Elizabeth Dickerson
Mel Teleco..unications

Corporation
laOl Pennsylvania Avenue, N.W.
Washington, DC 20006



Ronald G. Choura
Michigan Public Service Co..ission
6545 Mercantile Way
P.O. Box 30221
Lansing, MI 48909

JoAnn S. Hanson
Minnesota Department of Public

Service
suite 200
121 7th Place East
st. Paul, MN 55101-2145

Frank W. Lloyd CCTA
Keeia Boney
Mintz, Levin, Cohn, Ferris,

Glovsky and Popeo
suite 900
701 Pennsylvania Avenue, N.W.
wa.hington, DC 20004

Bric Witte
Mis.ouri Public service Commission
P.o. Box 360
Jeffer.on City, NO 65102

Paul Roc:lqers
Charl.s D. Gray
J..... Bradford Raasay
MARUC
Post Office Box 684
Wa.hington, DC 20044-0684

Frank E. Landi.
Nebraska Public Service
c~is.ion

300 The Atrium
Lincoln, ME 68508

willi.. J. Cowan
Mev York State Depart.ent

of Public Service
Thr.. ERpire State Plaza
Albany, NY 12223

Susan E. wefald
Leo II. Reinbold
Bruce Hagenlforth Dakota Public
Service

cc.aission
state capital
Bi••arck, NO 58505

Deborah Haraldson
caapbell L. Ayling
MYNEX Telephone Companies
120 Blooaingdale Road
White Plains, NY 10605

llaribeth D. Snapp
Oklahoaa Corporation co..i.sion

Public utility Division
400 Ji. Thorpe Office Building
Oklaho.a City, OK 73105

I



Ron Eachus
Joan H. s.ith
Roger HaJlilton
Oregon Public utility Ca.aission
550 Capitol street, N.E.
Sale., OR 97310-1380

J-. P. Tuthill
Lucille M. Mate.
Pacific/Nevada Bell
Roell 1526
140 New Montgomery street
San Francisco, CA 94105

J .... L. Wurtz
Pacific/Nevada Bell
Suite 400
1275 Penn.ylvania Avenue, N.W.
Wa.hington, DC 20004

Sharon L. Nelson
aichard o. C••ad
•••hinqton utilities and

Tran.POrtation ca.aission
P.O. Box 47250
Olympia, WA 98504-7250

Philip F. McClelland
Laura Jan Goldberg
Pennsylvania Office of Consumer

Advocate
1425 Strawberry Square
Harrisburg, PA 17120

Rowland L. CUrry
Public utility Co.-is.ion of Texas
7100 Shoal Creek Boulevard
Au.tin, TX 78757

Scot CUllen
Public Service Comais.ion of

Wiacon.in
4102 Sheboygan Avenue
P.O. Box 7854
Madison, WI 53707-7854

La.ka Schoenfelder
Kenneth Stofferahn
J.... A. Burg
South Dakota Public utilities

cc.ais.ion
State Capitol Building
Pierre, SO 57501

Anne u. MacClintock
Southern New England Telephone

COIIpany
227 Church Street
New Haven, CT 06510

Bruce E. Beard
Robert M. Lynch
Richard C. Hartgrove
SOUthwe.tern Bell Telephone Co.pany
suite 3520
One Bell Center
st. Louis, MO 63101
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Michael P. Gallagher
state of New J.r..y Board of

Regulatory co..issioners
eM 350
Trenton, NJ 08623-0380

J.rry Webb
stat. of Indiana Utility commission
Room E306
South Indiana Gov.rnJI8nt Building
302 W.st Washington street
Indianapolis, IN 46204

Au.tin J. Lyons
T.nne.... Public S.rvice ca.aission
460 Jaaes Rob.rt.on Parkway
Nashville, TN 37243-0505

Jay C. K.ithley
United T.l.phone-South.ast, Inc.
Suit. 1100
1850 M Str••t, N.W.
Washington, DC 20036

Martin T. McCUe
united state. Telephone Association
suite 600
1401 H Str.et, N.W.
wa.hington, DC 20005-2136

TboIMl. F. Peel
utah Division of Public utilities
160 East 300 South
P.O. Box 45807
Salt Lake City, UT 84145-0807

Alan J. Gardner
California Cable Television

Aasociation
P.O. Box 11080
oakland, CA 94611

. I

W. Richard Morris
United T.l.phone-southeast, Inc.
P.O. Box 11315
Kansas City, NO 64112


